January 2022 — Over the Horizon Market Commentary by David Offer
January was a soft month for the Australian share market, with the All Ordinaries falling 6.6% to close down 510 points at
7,268 points. Inflation concerns, the potential for conflict with Russia in Ukraine and lingering issues relating to the Covid
pandemic all contributed towards creating negative sentiment for share markets globally and Australia was not immune.
Pleasingly, many of our ‘value’ orientated shares performed well over the month resulting in a decent amount of relative
outperformance. Thus far into the month of February, our market has rebounded 3.5%, off the back of a largely positive
start to reporting season.
At the end of January, a significant milestone quietly occurred on the Australian market. BHP, the world’s biggest miner,
regained its place as Australia’s largest listed company. This arose through the removal of its UK listing and a unification
deal so that BHP is now listed exclusively on the Australian share market. Consequently, BHP has increased from 6.5% to
9.8% of the entire value of the Australian stock exchange.
With index funds and many fund managers compelled to reflect market weightings, this is perhaps a key reason why BHP
has appreciated so strongly in recent weeks. Also helping was BHP’s half year result released to the market yesterday.
This included a profit after tax of $AU13.3 billion and an interim fully franked dividend of $2.11 payable in late March.
Within the result, BHP advised net debt was now just $8.56 billion and that the long-term Company goal was to have net
debt of between $7 and $21 billion. With a franking credit balance of $22 billion, this suggests that either a major
acquisition or off-market buyback may be on the cards in the not-too distant future.
With BHP’s increase in market weighting, there is now significant daylight to Australia’s next largest company. Former
number one CBA is now 6.8% of our market’s value and CSL, which has also held the mantle as Australia’s largest
company, is in third position at 4.7%.
Below is a table of Australia’s 20 largest companies at this time by market value. These 20 companies make up 53.3% of
the entire value of the Australian share market. The largest sector remains our banks, which comprise 20.2% of our
market, with our iron ore companies second at 14.3%. With 34.5% of our market in one sector and largely one
commodity, concentration risk is rising and this is something we are mindful of.

As fund managers and index funds rush into BHP to reflect its new expanded market weighting, this potentially comes at
the expense of other shares, with fund managers needing to sell to make way for an expanded BHP holding . One share
that is starting to stand out is CSL.
CSL is a global biotech leader and is one of three tier-one plasma therapy companies that benefit from an oligopoly in a
highly consolidated market. CSL is also the second largest influenza vaccine manufacturer globally. The company invests
heavily in research and development with $6.6 billion forecast to be spent over the next 5 years and has a successful
history of commercialising new products. It has been a truly spectacular share to have held, floating at just $1 in 1994 to
now trade at $240.00 a share. Notwithstanding, the last few years have not been kind to CSL, having fallen from a peak
of $336.40 in February 2020 (pre Covid) to around $250.00 now, a share price fall of 26% over a two year period.
There are a number of headwinds facing CSL in the short term. As well as short-term selling by index funds as they
reweight to a larger holding in BHP, at an operational level, the Company generated below average growth over the 2021
and 2022 financial years, with Covid adversely impacting on CSL’s blood plasma collection levels. Consequently, the
Company is now finding itself in the unusual position of having the extent of its future growth questioned. In addition, as
a growth share, CSL stands to be impacted by rising interest rates should they emerge and this is likely to have added to
the negative sentiment.
While we have always admired CSL, it has been a share that we have only ever selectively bought as, in the main, we
have viewed it as excessively expensive. As per the table below, CSL has averaged a Price/Earnings multiple in the
vicinity of 40 times for the last 5 years and this is just too high a multiple to make us comfortable to buy. However, with
recent share price weakness, assuming Company growth does resume, CSL is starting to assume reasonable value, even
when applying a more ‘conservative’ long term Price/Earnings multiple of 30 times.

Assuming CSL’s earnings do grow in line with analyst forecasts for the 2022, 2023 and 2024 financial years and a
Price/Earnings multiple of 30 times is applied, this would suggest a share price of $292.14 in June 2024 - the cell
highlighted in green. On a purchase price of $250, this suggests there is scope for capital growth of circa 14%
between now and 2024. Coupled with 4% in income, investors would generate a total return of 18% over an
investment timeframe of approximately 2.5 years.

While 18% over 2.5 years is nothing to get excited about, if CSL re-rated back to its historical PE level of (say) 38X,
this would see a share price on current forecasts of $370.12 and would generate a more impressive total return of
52% over the period. This scenario could eventuate if earnings growth does resume and the market gains more
comfort in CSL’s long term outlook.
On the downside, there is always the risk that growth will not materialise to the extent predicted and CSL further
de-rates (trades on a lower earnings multiple going forward) due to lower assumed long term growth rates and/or
higher interest rates. As such, while we are willing to make an initial purchase in CSL at current levels, we strongly
suggest retaining the ability to make an additional purchase should CSL weaken further. All things equal, our next
buy point for CSL would be around $200, being 25% below our initial purchase price. This would make the risk
return trade-off particularly attractive and result in a very reasonable overall entry price into a Company that has
rewarded shareholders exceedingly well long-term.

CSL’s 5 year share price graph and Price/Earnings multipe.
Last month we mentioned two new Financial Advisors would be joining Horizon. I am pleased to report both Nicola
Hynes and Ricki Brown have settled in and are already in the thick of it. The picture below shows the expanded
team.

From left to right, Stefany Grant, Ricki Brown, Christa Pawlowski, Graham Oates, David Offer, Tanya Stevens, James
Cawdell and Nicola Hynes.
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